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Thinking Through the Climate Change Challenge * Background A group of leading thinkers on environmental policy recently met at a conference on climate change held by the Sustainable Consumption Institute at the University of Manchester in honour of Nobel economics Laureate Tom Schelling. We formulated guidance for policy makers which draws on work that Schelling (perhaps best known for his pioneering efforts on nuclear deterrence) has done on climate change. The analysis here relies on his concept of identifying "focal points" on which agreements can be based, and his emphasis on designing policies that are credible as well as easily monitored and enforced.
Problem Overview
Global climate change is one of the greatest problems facing mankind that requires collective action to be solved. Although there would be substantial long term gains to all societies from working together to limit greenhouse gas emissions, many countries lack strong incentives to reduce their own emissions over the short term. It is therefore unlikely that an optimal, economically efficient outcome could be achieved in the best of circumstances. Even relatively low cost approaches to climate change mitigation may be difficult to achieve, but are nonetheless worth pursuing.
What's more, climate negotiations such as the meetings in Copenhagen and Cancun are likely to fail to reach an effective agreement on reducing greenhouse gas emissions. The terms of the negotiations thus need to be radically changed. The international community has arrived at a focal point (in Schelling's terms) of limiting global temperature increases to 2 o C. But without agreement on enforceable action to achieve the target, this will have little impact. Instead of negotiating about targets and timetables that are strongly opposed by key parties and that cannot be easily enforced, policy makers should focus on concrete alternatives that can be monitored and enforced. Continued efforts to reach a comprehensive agreement that lacks these characteristics offer little prospect of success.
Guidance for Decision Makers 1. Economic analysis suggests that governments have significantly underinvested in mitigation relative to the level of effort that would be economically efficient from a global perspective.
2. All realistic options for addressing climate change should be seriously considered. These include controlling greenhouse gas emissions, removing carbon dioxide from the atmosphere, adaptation to change, and geo-engineering. 3. International agreements are needed because coordination would help ensure that policies achieve climate policy goals at minimum cost to society. But this does not imply that agreements must cover all countries and all sectors. Nor does it imply that action on the part of individual states must wait until there is an international accord. 4. New approaches that pass a benefit-cost test should be tried. While comprehensive approaches are appealing in principle, they face serious political hurdles. An alternative is to address specific greenhouse gases and sectors in separate agreements. There could, for example, be an agreement on maintaining forests and planting trees, and another on regulating carbon dioxide emissions from fossil fuel use. A primary focus of negotiations should be on the practical measures needed to monitor and enforce whatever is agreed. To date, enforcement of climate agreements has been weak. 5. Putting a price on greenhouse gas emissions (by taxing them or limiting aggregate output with a cap-and-trade mechanism) would be desirable because it would help to get consumers, businesses and government to account for the full social cost of their behaviour. Even if a price applies only to a small group of countries, introducing this approach is critical for reducing the costs of greenhouse gas reductions in the future and for getting more countries engaged in mitigation activities. A potential issue complicating pricing policies is that they can create large revenue streams. Such revenue should be used productively --for example, by reducing other taxes that distort economic activity. 6. Climate stabilization requires that net carbon dioxide emissions eventually decline toward zero. Achieving that goal will require a technological revolution. This is one reason why research and development in energy technologies should be a priority, though policies should be carefully designed to ensure innovative efforts are socially productive. 7. R&D is also needed in technologies for removing carbon dioxide from the atmosphere and for managing solar radiation, even though these technologies may not be deployed for decades, if ever. Efforts should begin now to develop strong norms and governance arrangements for determining the appropriate use of geo-engineering technologies. 8. Businesses need appropriate incentives for innovation, investment and behavioural change. Thus, policy commitments for R&D and pricing greenhouse gas emissions should strive to be credible and reasonably stable over long periods. 9. The incentives for consumers, firms, and governments to adapt to climate change are strong because they will bear most of the costs if they do not adapt. The poorest countries, however, are least able to adapt. The industrialized countries should help them. The most effective means of providing assistance requires careful study. It may include a portfolio of efforts targeted more toward economic development than to climate adaptation. 10. There are great uncertainties in how best to manage the various components of the climate change problem. These uncertainties should be acknowledged by adopting a
